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FIN;U7CI~[G THE AIECRAFT PROGR~M. 
April i, 1946. 

CAPTAI~I I~.~0RTIIII.!GTON : .. 

Gentlemen, the next lecturer will be from the Air Materiel Co~,nd, 
~Jright Field° He is an honor m~llitary college graduate an d Was co~}missioned 
in the Reserve Corps in June, 1931, as a second lieutenant in the Coast ~ 
Artillery Corps Reserve. He has been on active duty since 1941 in the 
Chi~ago Ordnance District; the Eastern Base Section, North Africa; the 
Headquarters 15th Air Force, Italy; and is now at the Headquarters, Air 
iiate tie I Co~mns~d. 

He attended the following Army schools: Cor~znd & General Staff 
School, Fort Leavenworth- Bomb Reuonnaissance Course, Aberdeen Provin~ 
Gro~id~ Property Disposal Course, Headqua','ters, ATSC~ and Contractln~ 
officers Conference, March 1945. 

Gentlemen, Major Hartman L. Butler, Jr., who will speak to you now 
on the subject of Financing the Aircraft Program. 

~JOE BUT~ : 

du~y, my first I feel right at home here. When I went on active ~, 
co~ndingofficer was your General Armstrong. When General Armstrong 
went on duty as a second lieutenant in the Coast A~tl~le~y Corns on the 
eve of' %..~orld ~Jar I, his first co~uand~g offi<:e'r was my father. I remember 
in the stu~mer of' 1941, ~,.~hile I was still wearing civilian clothes as a 
lieutenant with the Chicago 0rd~ence District, there was a yo,m?.g ~zjor on 
duty with us, • and we were all greatly impressed becuase he had just come 
from the Army Industrial College. So now I feel quite happy to be here ~ 
talking to you. .... 

Last spring, ~ the AP2 was~quite c0ncerned about tl~@ future financial 
status of aircraft industry. We made a very intensive study of the industry 
and projected it into the future to the end of 19~6. At that tim@~ in the 
sp:s~.ng of 19A~, it~was a lot more difficult to make a projection t.~n it is 
now, because of the ,fact that the Contract TerminationAct, though in 
existence, had not ~really been tested. Actually we had not had ~he first 
hurdle, VE-Day, or the second hurdle, VJ-Day. 

I notice that you have had a number of disting~ished speakers ts]_i< 
about the financial phases of the m~teriel pro~urement pro01em~ of the 
Army and ~: r ..av~. i wiT! attempt not to retrace their steps, but rather to 
uore or less point out the economic and finan~.',ial highlights of the air- 
craft manufacturing industry, and more particularly from the point of vie~.~ 
oi the Army Air Forces. 

A bit of historical background seems in order. ~ ~ 

The aeronautical industry as it is now is an o utgrdwth of World !4ar I. 
In the year 1918 the aircraft industry produced 16,000 planes, 'with a Value 



of approximately 290 million dollars. By 1921 the total sales of the elf- 
craft industry was only 7 million dollars, and all companies nan e!o~er go~e 
bankrugt or through a major finencial reorganization. There was steady rise 

n ~  through ly~ to 75 million dollars, and the number of plemes produced ws.s 
o,~u~ -- the industry ranked 144th that year. Then there was a tremendous 
drop through 1932, when total sales were only 32 million dollars. 

In 1934 the Baker Board came up with their recommendation for 8n Air 
Force of 2,300 planes by 1940. Coincidental with that the Vinson Act ca~ 
s bout, authorizing 1200 planes for the Navy. By 1936 sales were back to 
the 1929figure:of 79 million, and by 1937 the total doubled to 150 million 
dollars. 

Now let us look at the economic and financial characteristics of the 
aircraft industry. In the first place, none of the aircraft coz~oanies has 
any funded debt. Secondly, their financial sti~cture ievery simp!e~ with 
usually only one class of capital stock. 

A third characteristic of the aircraft industry is the varying t3,~es 
of financial organization. On the one .hand you have the two very lal~ge 
inte6rated companies, Curtiss-Wright Corp. and United Aircraft Corp., whi~h 
are integrated for airframes, propellers, engines, and accessories. Then 
you have the special manufacturers such as Boeing. Then there is the 
North American Aviation Company, a military aircraft manufacturer, 30 per- 
cent of whose stock is o~n%ed by General Motors Corporation. Also you have 
Consolidated-Vultee, a controlling share of whose stock is o~nued by the 
Aviation Corporation, an investment trust which has various interests in 
the aircraft industry, air transport industry, and related fields. 

Fourthly, it is a very highly specialized competitive field, with "~ 
limited sales volume. Researcll and develop~.~emt give an importance to design 
over production. New ~ompanies could enter the field only with ~reat 
difficulty. 

~" t ~ z~f h_y,•during the decade 1930 to 1939 only a small s~ount of new 
capital went into the aircraft industry, the total being somethin~ less 
than 60 million dollars. 

That brings us to the status of the aircraft industry at the eve of 
tile war, 1939 to 1941. The total assets at that time were 500 million 
dollars, most being current assets offset by current liabilities. The net 
worth ,::as about 150 million, including about I00 million fixed assets and 
about 40 million of net working capital. At that time aircraft ~nufacturing 
ranked 44th in Annerican industries. 

For the year 1939 the industry had an aggregate volume of business at 
a record total of 300 million dollars. At the close of the year the ~erican 
aircraft industry had on its books in unfilled orders from England and F~an~e 
a total of 600 million dollars, in other words, it had a forei~q bac](iog 
equal to more than twice its then arnuua! capacity. ~ ~ 

• ,, A study of the aircraft industry is really a study of a few individual 
comPanies,i There were about twenty aircraft companies, and thelse W ei-~e 
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dominated by a few -- in 1940 the seven major ~JKF manufa~turersaccou~.ted 
for 93 percent of the total airframe, weight of the entire aircraft i~[lustry. 
Of course, the Arz@ Air Forces has no brief for any individual co~.any: The 
aggregate of resources, sYill, experience, and so forth, are of -0ri:.~,ry 
conce~ to the armed forces rather tD~au the identity of any one corny:any. 

}7ow let us pass to the relation of the aircraft industry and the .... 
fo~_~ce s. 

The first point is thsot the :L~F has no ~rmuaufacturin~5 arsenals. Of 
course you ~ow that the Ordnanoe Department has its arsenals, going back 
to t!;e Revolutionary War. You ~o~ the Navy has gigantic shilYcuilding 
yards - also in World War I, the Navy produced some airplane engines ;~_nd 
toyed with the idea of making airfraz~es. So in essence, the ~rlv_~.te - air- 
,zraft manufacturing industry is the arsenal of the AAF. 

The second point is that current procurement is limited to the ~:c~ioanies 
now in existence. If Ordnance wants to m~ke a tank_, they c~_n go to one of 
their arsenals, or to the automobile industry, or to the farm equipment 
industry, or to the railway lo:~omotive industry. But if the 9~:F ~ants plsnes, 
they must go to the then-existing peacetime specialized aircraft ........ 
ing companies. 

in %Torld War II only three companies went into the i~odu~t~o~_ of ai,'- 
fremes - these were Ford, General Motors, and G~odyear, which inQ~identa!ly, 
have always been interested in aircraft. (I understand that the latter has 
remained in aircraft production, whereas Ford and Genera]. Motors are ~c-'a- 
p!etely out of the airfra.~ae busin@ss by now). The proof of the pudding is 
in the eating - thus during the entire war the old-line, peacetime aircraft 
industry accounted for n_in_e out of every ten airframes produced. 

A third point is t~hat the aircraft industry is absolutely dependent 
u~on military orders for its bread and butter, for its very existence. The 
Nav~ will always have Bethlehem Steel. 0rdr~nce ~qows that such co~[i~nies 
as General ~'~]otors, Lnternational Harvester, etc. can keep their facilities 
operating with civilian orders. Western Ele;ztric will be availaL!e to the 
Signal Corps, and Armour to the Quartermaster, as these concerns csn a!vays 
keep busy on civilian business. But if the f~q]? or the DAI~ w~nts p!~nes, it 
must look to Doug!as~ ~.iartin, Grur~.~n, and so forth which require in turn 
Gore rrznent c ont ract s. 

Now let us s~u~arize the exDsnsion and growth of the industry. In 
1944 ai~:craft sales totaled 16 billion dollars. ~ere were employed directly 
o~" indirectly 2,100,000 persons. Manufactu~in~ floor space we.s about 200 
~uil!ion square feet. The industry now ranked number one. 

As noted in the year 1937 the sales ~ere i~0 million. Now assuaging this 
year as a base of qn_e, ~,.e find in 3_9_44 ti~e ~ollowin~ ~pproximate indigoes: 
airf~-~ames weic~_t produced i00; dollar Bales, i00~ number of en~ployees, 70- 
nu~i0er of square feet, .)0~ nu~oer of ~nits produced, 30. That is a rela.tive 
re~king over the 1937 figures. 
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Now, let us consider Table I, which shows the relation of ~ a k  ~,,:ar saJes 
to p~'ewar capital of, the ten largest .AAF contractors. }Te have eli~.Lina.ted 
several of the sm~.!ler companies , such as Fairchild and Northrop, which 
during the war accot~m_ted for only a sma.ll part of total, but today a.re very 
~mDorts.nt contractors. One large company, Grum~nan, was solely Navy. The 
ten largest companies for the AAF were Bell, Boeing, Consolidated-V0.]_tee~ 
Curtiss-Wri~ht, Douglas, Loc],uheed-Vega~ •Martin, North Americam, i}epu.biic, 
and United Aircraft. Also by using exactly i0 companies, you can point off 
one place and get the t3q0ical or average company. 

This Table sho~s by ratio the relationship between the capital stock, 
surplus, and reserves, this being at the end of 1939, and peak war sales in 
~ ~ 1 , ) ,  .~>,,+~. The aggregate of these ten companies was a capital• of 138 n~illion 
dollars. Lu 1944 they had aggregate sales of ~ billion 600 million dollars, 
or a ratio of 5P to i. In other words, every dollar of invested capital in 
1939 was turned over in 194b, 59 times. 

TD~LE I 

PEAK ~EA1R ~tLES TO !:~-~'~,¢AR CAPITAL 

TEN LEAD Z\~G AL~C~-T I%'Af~JFACT~S 

,:,4G:nu f_{:£ .t_uTe_r 
i939 

Net~orth 

Peak ~.,."s,r S a l e  s 
1944 Time s 
Sale s Pre -~.:r.r. o~ :oits.l 

Be !! " 

Boe ing 
Conso!idated-Vultee 
0 U r t i s s -W r i 6ht 
Doug!as 
Look ! i eed  - Vega 
Ms,i"tin 
Nor ~ Ameriuan 

R e p u b ! i c  
United Air~-raft 

TOTAL 

$2,300,000 
3,800,000 

i0,200,000 
34,700,000 
13,8oo, ooo 
8, 4oo, ooo 

]8,000,000 
9,600,000 
5,000,000 

32,500,000 

~130, 300, 000 

$317,000,000" 
. .  • n cOo~ 000,000 

9 6 0 , 0 0 0 , 0 0 0  
i, 717,000,000 
i, 06!, 000 i 000 

602,000,000 
~3,000,000 
684,000,000 
370,000,000 
744,000,000 

9 7 ~ : , j o , 0 0 0 , 0 0 0  

14o-i  
198-! 
94-I 
50-! 
77-i 
i'2-i 
30-i 
72-I 
• 74-! 
23--! 

-59-i 

The individual companies show varying ratios. It seems to be that the 
larger the invested ~apite.! at the begirnuing of the war, the s..~mller the 
ratio. You see n~-.'e that United Aircraft had 33 million (incidentally, 
that was before they sold more stock) - its turnover was only 23 time~. 
Cua~tiss-Wri~ht, with e. capital of :~= million, tarned t~elrs over 50 times .)j -- . ~ • 

Hartin, also one of tP.e larges t companies, shows a relationship of 30 to i. 
The extreme ratio was Boeing. - with a capital of about 4 million, its ~¢ar- 
time sales were 600 million, or a turnover of 1.%.8 times. 

(~ -~ In 'i~enta±ly, this chart sho~¢s also the comparative standing on sales. 
You will see Curtiss-~:.rright leads with sales of one billion 70£ million, 

-4- 



: ~ ~ f 

followed next by Douglas, then by Consolidated-Vultee, then by Unitef~ Air- 
craft, and so on do%ca, the lowest being Bell, with 300 million worth of 
bus~ess in 1944. 

The problem of financing the aircraft industry was large - ...... ~_~=~. ~ _~ s 
evident by the tremendous gap between sales and invested capital. 

In considering possible methods of financing, there were, of cou-se: 
the traditional methods of selling additional sto~k, using own financial 
~-esources, going to commercial banks, etc. However, the aircraft indust~'y 
being a small and speculative industry, did~'t have very st}~ong banking 
co~nections. It had a relatively small invested capital, and the ce!>it;-1 
~azkets in 1938-1942 were in a non-receptive mood for any new fine~,Jing. 
So a very.small proportion of the total ~;as handled by normal means. Thee:e- 
fore, as the Cove~nmnent was going to buy the planes, the Goverrmmnt had to 
be the financier. 

I am not going to attempt to go into all the t3~es of finan~;ing, but 
will indicate the status of the AAF to total War Department fim.ancing, in 
the aggregate the AAF ac~;ounted 38 percent of the total financing by the 
War Department. From the standpoint of fixed assets the k&F accou-~-te~ fox' 
86 percent of the Emergency Plant Certificates, 85 percent of the Defense 
Plant Corporation, and only 8 percent of the War Department-o~med. In 
financing working capital the ~./F accounted for ~ percent of the Gua=~anteed 
Loans, ~ percent of Advance Pa3uuents, s2d only l~ percent of Direct Looms 
by the War Department. 

There is the famous figure in the report of the Surplus Property 
Administration of 3__bil_lion 800_mi!lli__on , as the total Government invest~uent 
in airplane plants. That ~s an awful lot of money - The net d.eD]'ecieted plant 
value of the automobile industry was only 1 billion 300 million. - The steel 
industry in the period 1936 to 1945 invested in new plants a toto,1 of only 9 
billion 200 mi]_lion. In other words, the Federal Government dumped into 
aircraft manufacturing plants a sum in dollar volume equal to more than the 
peacetime plant value of the automobile industry plus the steel %no.u~r~-" -~ ~'- 
plant investment for a l0 year period. 

The s.Ponsor of these 3 billion 800 million.~..~as 82' percent. ~, 13 ~er- 
cent fioom theBureau of Aeronautics. The _s91~i_c'e was Defense PlantCorpo:Ta- 
tion 83 percent, War Department 9 percent, and Emergency Plant Certificates 

~,.e_~.ent The t,_j~__e., where this money went: "~ . 60 percent into machine~y and 
equipment; 37 percent into land and buildings, ~nd 3 percent into 
miscellaneous.. • 

In those ten companies the Government invested a tot;.l of" i billion 
400 =qil!ion, ~.;hereas the companies themselves put in about 170 million. 
~ote also that much of the balea~ce went into aircraft and engine ,plants 
operated by other industries. The overall consti~actlon of new ai~cxaft 
plants accounted for 90 percent, Whereas conversion accounted for only iO 
percent. In the aircra-~t engine field, ne~,~ construction accounted fol ~ 7~5 
~ercent and conversion ~w percent. A study made of 15 aircraft companies 
sho~..;s their plant fa,cilities were expanded tre-n~gndously - in 1939 the3 r had 
7 million square feet, in 1942 50 million square feet, and in 1911-4 they had 
90 million square feet. 



~,To~¢ l e t  u s  p a s s  t o  t h e  ~.fgyl--ills _ca .2 i t s . !  p h a s e  o f  f i n a n c i n g .  A c!.7-<~t,.~. 

payments :-zere v e r y  ~q~ortarLt. Hmcever, the advantase of advance ~:c~.u::ents 
w S S }  e .s  y o u  !£~_o~.::~ o n l ~ -  a o o l  " .  _ _ _ ~ . a ' o l  e . . . . .  t o  p l " i i ~ ! e  OOli te '->- ~ t o ~ - s .  _ I t  ~. ic l ,  n o t .  . . . .  ~')<~q-.,....--~ 

%o your ~;u.~o~_t ....... t.o~ The total agc.rec.'ate .:0~\F p-<~ime contra,~to: s.,':ve.~_~,e 

)'.:,~:Ln~ents wr.s 3 billion 775 million, 

~ n e n  t h e  Gove-._.ra-nent, a s  y o u  !mow,  p a . s s e d  t h e  n e u e s s s . r y  l e ~ i s ! a t i o r .  
and executive o;~ders to gue.:~antee loans, under" which the :[a;- D e p a ~ t - ~ : e n %  

o r  I'Tavy Department ~.,rou]_d g~.arantee to the Fede~al P, eserve ]~ank o o : . , ' , ~ u e r , i a l  

loans m~,de to m2-nufs,oturers, This applied L~m.inly to the subcJontr.e, otors. 

T~e total sL&F Guaranteed loano were 5 billion I00 m,_l_on dollars. 

Then there was the .-!29_.%itial__ :.~a~,T,~:nt method. ~e uost-plus.-fi~:ed-!ee 
<~o~_.~_'<~t was ve~y popula," with airframe companies, snd five did most o i :  

_% 4- ' " tl~ei -~ business on the O~FF basis. That meant t~a~ a.s soon as r e . v  ~ . ' . ~ e r : L u : l  

, same  into the . . . . .  ' _ .. p ± < ' . ' . z ,  lrr~edis.tely the Goverr.n~ent as~,~ed .n-,~onerty liability 
for it ].,e ]=ave the extreme uase of ~oeing, ~'-~..I • • ~ . . . .  ~,~.~ in 1944 had 600 m~!.,.lon 
Collars ~.~o~2th of business, whose balan:~e sheet sho~.rs only 200 thousand 
dolls.ms ~.zorth of inventory - two h'm_;dred thousand ~.~,orth of in-¢enbor,~ on 

- ~.n ~ " --.  on c IP_e c~. t-e~._, Docks. to do sis."_ hun@m..e~ ;million do!!srs • ~'" %,, o r  u 4 ~  o f  ~ ~" : h ~ l .  

Z% is obvious that Uno!e Sam w a s  ~eali5, doi_cg, the finan,:~ing th::'oujh 
: ) c : : t i < l  ~ . . . . . .  ~ m . . . .  ~_u.c,." ~ ~ ° ~ ' s " " " .. ~ - ) ~ ' ~ e n ~ s -  C::~L~ its ~c:v~..n ~ . . ; j e  to the Cove'_,-.~:-~ert in maT:- , r .~ ,  e. 

!o;:e~ profit ~mrgin on the end l:rOdU<,t. Zut it had its disedvant,~.Les %o,o; 
~ ~ . . . . . . .  -3 = i n  c o n t r a u t  t e r m i n a t i o n ,  b e c a u s e  i n  t ~ - e  o a s e s  o f  t h e s e  ~0i .~L~es% s _ _ m  . . . .  

- . IG . .  , . e  ~ ~ u ~ t ~ f a c t u r s r s  ~ . , , i t h  t , ~ e m e n d o u s  CP_vLr ~ , o n t r s . . c t s ~  a ~ : ~ o u n t i n ~  - p - . o o b l e . ~ s  . . . .  

the final termination settlement v e r y  ~omplicated. 

<~O1 ,-t :! O ~ze i~eln\rested earnin.~s ~¢s.s one method the ~o~;Toanies themselves - - " ~ "  ' 

to finan..~in~ the war-time expemsion of aiz.o-c.ft indust-._'-y, these i0 uom~w~r..ies 

na~!n G nee.~ly 400 . . . . . .  i . . . .  c-o_.l~.r~ of earnings after taxes ant , .  ~;.vidends. 

: - "~uothe- - .  m e t n o c :  o f  -2 -~ . . . .  -~ .~ ~ - ~ - . . . . . . .  ~ _ n ~  ~,.zas b~ _mm.intainir_g a " on_:. 2 nomir..c.! .<u=.rent 

• . ;  ~ . . .  _ ' en  u : : .~ .~_o O f "  . , , o u r c e ,  the t-~.aditiona! comneroia! standard is a ":-atio of . . . . . . . .  

~sse%~ to ~.~ur-,~ent liabilities of t~zo to one. The aircraft ~o.,~,~,._e" ~ ...... -~ _'-~ 6.u=.ii~g 
the vs -,< "finsnced" inc_r.eased inventories end/or e.csounts receivable ~o-, , . . . . .  .) a 

. . . . . . . .  i . . . . .  ~ : ' . e  -t I v ifiS_ire~;t!y ~:±.o<o:.tlonote inci-.e&se J.~! c~.~rent . . . . . . . . .  llab__,_lt±esj o~.¢e(c .. _~, oi" 
to the Gove::mmtent. Thus their ,~urrent ratio drop,?ed m.s low as ore x>Ln% 

_ ~ IT2.I . . . . .  ~ < < , %  :J._ erS one to one. This was a very im-oorta.nt ~¢ay that the ai;~c~aft ~ ......... 
~.~ere able to handle such a l,g,r,,se volmne of business on suul! a s~:i~.!], s.~r.otm,% 

• ~3 " " o " " Oi t~_eii- own fU.r'~dS 

Now let us go it_ some deta.il to the other th;.ee csha-rts. 

Table ll sho~..rs in millions of dollars the in<teased workin<~ c.a:pitai 

for the ten .... s _,ea.~_.ng i~.p!ane ms.nuf'a~turers. Here ~..~e h~-ve ta.i,:er,_ the w a r -  

time. earnin4s for the five years 1940-1944, that is, total earnin:ss a.fte::- 

income taxes snd after orovision for rene<otiation, but bef'ore any ss.-]~i- 
1 °.. 

_ - wc~_13 ime  ~ - . - - i  - t r a r y  ~ ) r o v i s L o n  f o r  s o n t i n g e n c y  ,- ,ese-,- .ve t n e m ~  t o t a l  ~ - . ' -  

were ~57 ~:tillion dol!a-,'s. - 

During t ..... 2e::'iod they naid dividends of !oo :::i!lio.n c~,!].a_..m -- the . • 

,.cuDs.hies had tot~.l net ~..sor.:-th in ].~39 of 130 million .doila;'.s -- So the stock- 

holde=,-.s ~.s=?.e out nretty. ~..~e!3_ on the ~_,~tte-,- of dividends durino tl-e war, 



Practically no surplus earnings were invested in fixed plant, as the 
Goverr~,ent itself was buying additional fixed plant, or else the ~,oc%~'an'.es 
themselves were getting so large a tax credit fox' amortization that they 
could throw it back into additional facilities ~.rithout affectin~ their 
working capital position 

The working capital increase in this. five-year period is 407 ,::~illion 
dollars - that is on the chart entitled "Working Capital Increase !9~9-41~". 

TABLE Ii 

WORI~,IG CAPITAL II~CREASE 

~.:,~ LEAD,~G A]ZgCRA~T f.L.~,UJFACTURL~.~ {S 

Manufacturers 

Wart i.mm Dividends ' .... ~-" 
Eai~ings Pa id incre ase 

Bell 
Bee ing 
Consolidated-Vultee 

' Curtiss-Wright 
Douglas 
Lockheed - Vega 
l~iart in 
North A~mm rican 
P, epublic 
United ~ircraft 

$13,200,000 
39,500,000 

• 63,600,000 
i14, 600, 000 
61,600,000 
93,600,000 
49,700,000 
49,300,000 
14,000,000 
97,700,000 

$2,200,000 
5.,400,000 

1.1,200,000 
41,300,000 
15,000,000 
I0,000,000 
13,800,000 
18,000,000 
1,000,000 

47,700,000 

~!l, 700,000 
34,100,000 
37,600,000 
93 ~ 600,000 
47,600,000 
27,200, CO0 
33,40C, 000 
31,000,000 
ii, 300~ 000 
79,400,000 

TOTAL ~ ~<< 800,000 a.~{= < . . . . . . .  ~,~, ~_Luj, oUu, 000 ~406,900, ~0~ 

Table III shows increased oa]?ital funds in million .{f dollars :_-or the 
-oe-.?iod !940-44. },'e see that the earnings to surplus in.these five years 

2""4 ~" ~.~ere ::= million dollars. Now, this "earnings to sur!~.!us" ~i{~ui~e is 
earnings a_ftgi ° their contingency reserve- practically all the airo:-~ft 
r~nnufacturers in the war years established very _large contingent reserves, 
most of ~Thioh were arbitrary. In o.ther:words, there are minimuml earnings 
to surplus of 22~ million dollars. 

We see-here that only four of'the I0 companies in this period ].940-1944 
went into the capital marhet for additional money. The total of 39 million 
dollars is only a nominal sum~ in relation to ~.zar-time busi~ess. Incidentally , 
most of this cal-:e from the 2~. million do!la~'s of preferred stock issued b~ 
United Aircraft when .the company was expanding for foreign orders. 

C.apital stock and surplus of the !0 ~omloe_nies increased fro:u their 
±~,~ to 1944 balance sheets, by a total of 24- 3 million dollars.. In i~oi 
the reselve for contingencies was a very nominal fi~oure , but the total 

. ihcreaSe by !944 was 183 million dollars. The s[nu of these two in<~reases 
: is 42'6 million dollars for capite.l stock, surplus, and reserves. 



TABLE iii 

I};CEEA~.D CAPITAL FLT~S 

TEN LEAD~G AIRCRA~TMA~E/FACTURERS 

1940 - 3.944 

Manufacturers.. 

Bell " 
Boeing- 
Consolidated-Vult~e 
Curtiss-Wright 
Douglas 
L o c k h e e d  - V e g a  

Martin 
North f ~merican 
Republic 
United Aircraft• 

Lncreased Re- 
Earnings to Pvt.: Capital Increased Capi- serve For Con- 

Surplus Acquired tal & Surplus tln~encies 

$7,410,000 $1,670,000 $9,293,000 
16,052,000 9,393,000 22,883,000 
33,377,000 000 32,644,000 
40,~16,000 000 3~,365,000 
36~200,000 000 36,332,000 
20,968,000 6,313,000 27,304,000 
11,343,000 000 12,364,000 
17,683,000 000 17,683,0CO 
7,61~, 000 000 5, ..'~Iv,, ~nno 

32,577, OOO _.~2 ~gJ O_9.q ~z~z.@~5--g# 0 

TOTAL.. $223,741,000 $38,976,000 $243,240,0C0 

$3,600,000 
16,929,C00 
19,000,000 
32, ~31~ 000 
16; 540,000 
ld, 554, coo 
24,500,000 
14, !8~, 000 
3,917,000 

$183 ~- c , ~5o, 000 

Table IV shows the comparative financial position of the ten .major 
AAF aircraft manufacturers. Ve ~'- , ~,.e for our prewar year 1940, rather 
than 1939, for various reasons. Here is what the consolidated balance 
sheet of the ten largest airplane companies looks like in 1940~ •You see 
here a net worth of 179~milllon in 1940. In 1944 it was increased to 581 
million dollars. Wor~<Ing' " • capital had increased from 68 to 394: ~'~±.~'lon 
dollars, plus 74 million of.postwar refunds of excess profits taxes, " 

Incidentally', this flg~ire of 74 million, we know, is equal to ten per, 
cent of their excess profits taxes - therefore it is interesting to note 
that these ten largest companies in the 5 year period paid back to the 
Government in excess profits taxes 740 million dollars. 

Another important item in war time is emergency..faoilities, - that 
is the fixed assets ~ constructed for war purposes and reduced by the re&~alar 
five-year amortization schedule - total value re~ining for. the !0 comloanies 
~.:as 40 million dollars. The fixed assets dropped from 96 to 52 millions 
with varyLug depreciation rates and practically no additional plant invest- 
ments. Net worth tripled during the war period- this includes the assumo- 
tion that these general reserves are part Of net worth. - I thi~_k we can 
assume that. : : " " " " 

• " " O I" ~,~w let us look .at projections for the po'stwar 1~4o. These figures 
were derived after ~mny ~ours of ~o~. .... ~,,~e took each Ludlvidual company, 
projected its sales, and attempted to figure what its profit would be on 
those sales. Then we made adjustments as far as amortizaticn facilities, 
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working capital, capital stock changes, and so forth. For each individual 
company we came up with a certain figure~ which we put to~ether,:and that 
gave us this aggregate figure. That was the way we est~tedin September 
1945 what position the aircraft industry would be at the end of 1946. 

TABLE IV 

COMPAPATIVE F~ANCIAL POSITION 

(hi MzL IO  S OF DO L  S) 

BALANCE S'6EE.T DATA 

Pre-War War Time P0 stwar 
1940 1944 ~ : o~,~o ~ 
(Actual') (Actual) (Estimated) 

Cash & U. S. Gov'ts. 
Acc'ts Rec. & Advances 
Invent or le s 

$~89 $716 $244 . 
53 988 2~o 
18o 486 318 

TOTAL CURRENT ASSETS 
TOTAL CURRENT LIABILITIES 

Net Working Capital 
Postwar Refund E. P. T. 
Inve stment s 
Emergency Facilities (Net) 
Fixed Assets (Net) • 
Miscellaneous Assets 

522 2190 812 
. . . .   z_96.  _3_51 

68 
0 
8 

96 
28 

394 
74 
12 
4O 
~2 
16 

461 
0 

• 12 
0 

77 
18 

TOTAL ~[ET ASSETS 
NON-CURRENT LIABILITIES 

CAPITAL EQUITY & RESERVES 

Represented By: 
Preferred Stock 
Common Stock 
Capital Surplus 
Earned Surplus 
General Reserves 

2O6 

• _159_ 

I 

3 
39 
6o 
69 

179 

Incidentally, I talk glibly about !~1946" and "1944". 

588 
7 

568 
" " 3 

581 

3 1  
40 
74 

231 
2O5 

3o 
41 

4 2 0  : ~. 
0 

~81 365 

Please realize 
that companies of the aircraft manufacturing indastry have different fiscal 
years. - One company ~zill start on August lst~ another on October 1st, and 
another at some other time. So when I use the words "1944', or "1946" I . - 
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mean the fiscal2ear~ an a rbi.trarycomoosite"twelve-mo~ths period~ It is 
the only way to ~ut them togeth@r i n a grand:t0ta! for {he theoretical.year 
ending December 31st. . . . . . . . . . .  

• :•: .•:- , ~-, 

Now, in the postwar period the first thing that strikes our vie~.z is 
that the orojected capital stock and reserve has decreased fro~ 581 to ~t,. 
million dollars - that is ~inly due to termination, readjustment~ and 
reconversion expenses offset by an estimated nominal amount of earnings 
for the two-year period. . :  : : U  

%~e assume that these amortized facilitles will be all written off. 
That, of course, ~Till give the compsnies a fairly large plant account written 
do~.nu to zero. The net effect of the ~riting down of amortization is to 
reduce net worth. But it raises working capital by a proportionate amoum.t, 
because you get a credit on income taxes. 

..... Certain stur~mary fibres are in order. Of course, we can't add them 
together , because, unfortunately, some figl/res are accumulated for the total 
industry rather than for the total existing as of' the end of the ~¢ar. 

Summary Figures: 

a. Government Investment Fixed Assets - $3,823 million 
b. Private Investment Fixed Assets - 308 million 
c. Advance Payments (cumulative) - 3,776 ~_illion 
d. Guaranteed Loans (cumulative) - 5,089 million 
e. lO Companies 

(I) Additional Capital Stock 
(2) . W a r t i m e  Earnings After 

Dividends 

39 million 

391 million 

f. Estimated Net Worth End of 1946 
(lO cos.) 565 million 

In addition to these financial figures, I would like to point out 
important non-financial methods by which the aircraft industry was aided 
in meeting this tremendous war time load. 

C: 

In the first place, there were brought in entire outside ~ industries, 
the most important being the automobile industry. Secondly, the&ircraft 
industry, like all the American industries, went to subcontra6ting for their 
major components through minor parts. Thirdly, these companies increased 
vol~mr:e by intensified use of their own facilities - this included mass 
production,techniques, longer working hours, multiple shift operations, 
and such factors as learning curve as the efficiency of the individual 
w0rker was increased, resulting in lower manhours per plane unit. 

H:!You have seen that the aircraf% industry did make a lot of money in 
the ~ar. They came out of it ihalmuch/be!ter financial position than 
th~ 7 thought they would. In fadt, ,the~ are in a very good financial :~ 
position. However, they have lots of problems ahead of them. "~ : 
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• .!i : : ~ ,~ : . ' .  . . . : "  : : ~  7 . . i  

First, the aircraft ~snufastures 9~ve a definite financial responsi- 
bi].ity in that they must continue to be the manufacturing aircraft arsenal 
of the AAF ~nd probably also of the Navy. 

Secondly, they have the great responsibility of keeping this country 
in the forefront i.~..aeronautical, research•and development~. That is one 
thing that Government arsenals of the Army and Navy could not do, for one 
or two men, no ~.s.tter how able, could not humanly be responsible for all 
research and development. I can't impress upon you too much the necessity 
of having a competing aircraft industry with ten, fifteen, or.twenty " 

fairly good-sized companies, with ~ood research staffs and trained n~na~e- 
merit, together with necessary production facilities and experience. : :j. :i."~i !. 

Thirdly,"the aircraft industry does have a financial responsibility 
to its own employees, to its stockholders, to the co~unities in which 
its plants are ~ located, and also to various satellite industries. 

The fourth responsibility financialwise of the aircraft industry is 
in the production of commercial planes. We look on our air transport 
industry as a growing force in our national and even international ti~ans- 

a~rc_ e , ~  ,, portation system. This can come only from a strong and operating ~ '~ -°~ 
manufacturing ~ndustry and supported In large part by '~vermment orders, 
which will ~ke possible the desi~s of such planes asthe Lockheed 
Constitution, Boeing Stratocruiser~ or the Republic Rain~@w~ '@a:ch 0f: which 
had its military protype. 

In conclusion I would like to bring out the point that, whereas it 
is evident that the~:prbfitS".'.have been very highon their l.invested ! ~a~ital , 
such profits have been quit.e .iow upon their net •sales. A very interesting. 
case is Douglas Aircraft Company, an old-llne commercial producer - in 1940 
Douglas had sales of 60 million dollars, principally military export and 
domestic air line, ahd:their pro:fit was ll.mi-llion 100 tho.usand dollai:~" " 
in 1944. sales to the Army andSNavy :exceededone billion'dollars, but'. their 
net profit after income taxes and before reserves was lO million, 400- 
thousand dollars -- in other words, in this period of 1940 to 1944 their 
sales increased . . . . . . . . . . . . . . . .  fift@en ~1~es an.d.~h@ir.~e~_tje, net income actually " 

degrea..sed,. So I thit~k We got our plane.s.:at a:.pretty fair price after all, 
without bringing up such additional Safeguards as redetermination, 
renegotiati0r.~ ~ and the operation. of the inc0me.!~nd excess profit tax laws. 

The. se.c6nd p0int: is that the Amer:i'can : ~XzocT~aft industry as much as. :.~ 
any othe~ ~ ~activity ~r ~ force • .~de pSs:s.lbl~ the .: v'ictory: of the United I.Tations, 

Thirdly, the industry has made and is ~king great contributions to 
the development of aeronautical research to keep our country in a lead:;ng I! 
~osition. 

• ' : " • . :  : . ~ L  - : - f  ! ~ . .  : .  : ~  • . " " . . . . . . . . . . . .  . .  

The fourth point is that a strong financlai position of:the:aircraft ~ 
industry is absolutely necessary if this country is to have an aircraft 
manufacturing industry which will serve as a nucleus for expansion in case 
of another emergency, ~..yhich we hope won't come and which by your study here 
we are hoping to avoid, but the possibility of which must be realistically 
faced. 
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If there are any questions, I will be glad to answer them. 

A STUDENT: 

I am just curious about one item on Table IV. 
of 96 million diminish during the war years? 

Did the fixed assets 

~Y~JOR Bb~f LER: 

Yes, in dollar value carried on the respective balance sheets. 

A STUDENT: 

I was just wonder~g what the explanation is. 

MAJOR BD~LER : 
< .. , 

%,,re have had a large decline in net hook value due to depreciation 
reserves being uninvested in additional plant and to the 9 year or less 
amortization of emergency facilities. Of course, the actual physical 
plant of the individual companies is considerably larger and more modern 
than the prewar. 

A STUDenT: 

iI wonder if from your financial survey• of these companies you can ,, 
tell us what the sales average of these companies will have to bo in 
order to maintain the necessary industry incase of an emergenc'Y. ~ ! 

• . .] 

M_IJOR BL~LER : " '. ~ .... 

Of course, the companies have four types of sales; f"irst~,~milltary 
sales, to the. Army and Navy: second, commercial sales; third, expoi~t; and : 
fourth pr%vate: sales[.~ ~ ~ : ~:~:: : . .' 

We figure rigl/t• i/6W ~ tl~at•the alreraft industry itself with •its 
present capital can finance without any outside aid about a billion!dollars 
.worth of b.usiness eaCh:yOar, ~ :!..~ :... • ~. 

. . . .  . L. .... < 

}le consider ~:that their total procurement is going to be considerabl~ 
less than that. Military procurement will probably, run this year, my guess 
%,ould be, somewhere around 500 million. The commerc]ial sales we estimate 
in this year, 1946, to be 150 million to 200 million. In other words,• 
their sales will run an~.zhere from 500 nuillion to one billion. I .think 
the lower level ~;ill be nearer •correct, whereas th e Aircraft Coordinating 
COmmittee recommendednormal peacetime sales at a 10w level- of about one 
billion and an upper level of about one billion and a half. :, : 

" , • •• 

Do you think some of these companies will go into other lines of 
work to help keep themselves in business? 
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Some companies definitely are going to go into other lines of business, 
Consolidated-Vultee D~s gone into the truck-making business. Northrup is 
goin.~ to ~ke toys. Martin has gone into various mechanical processes foz ~ 
preserving munitions and other machined goods. They are going to put ~ienty 
of their surplus funds into other businesses. I don't think any of the 
aircraft companies is really going to go by the board, as due. to either 
other types of business or Government orders they will have enough to csmry 
them along in the years ahead. 

A STUD~NT: 

: Are they going to make jet planes? 

MAJOR BI~fLT~ : 

Yes. The Jet engine field is a little peculiar in tY~t the majority 
of them may be made by non-aircraft-manufacturing industry. At present 
most jets are made by General Electric, Westinghouse, and Allison. I 
have heard that Pratt & Whitney may go into making jets, and also Wright. 
Aeronautical. But right now these figures include airframes, propellers, 
and reciprocating engines, but not jets. So we do know that, des;oite 
what happens to these companies, we are going to have the Allison 
subsidiary of General Motors as one ofthe leading produ~zers of aircraft 
engine s. 

A STUDk-T, ~T : ' 

I don't see why the ~F should have to subsidize these aircraft 
companies when they .have all these other companies that they can call on 
for help, as they did in this war. ' 

~,'~AJOR BUTLER : .... 

In a period • of from three .• to five years ~we could build up an aircraft 
~clustry llke we did this ti~e. But, as I said before, i think the ans;~'er 
to that is the fact that, despite the bringing in of General Motors, th@ " 
bringing in of Ford, and. the bringing in of other gigantic companies, 
together with thousands: of subcontractors, despite all Of that, ~nine out 
of every ten planes produced in the total war period came from these 
co~u~?anie s. 

A STDDE}~: 

That is true of every other busS.hess that we have taL~ed about; so 
it would also be true of the Army Air Forces. 

~ZqJOR BUTLER : 

The point is that when Ordnance wTants tanks made, it doesn't have 
to go to its o~.~ arsenals, it doesn't have to go to General Motors, It 
can go to a ~number of the heavy machine industries - it can go to the 
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Baldwin Locomotive Company, or to International Harvester, or to Chrysler, 
in other words, industries which are in separate fields, whose y:eacetire 
production which will guarantee their existence. Ordnance could go to 
those companies for its production, whereas the aircraft manufacturers 
Cannot go to General Motors- they will not start on airplanes - they just 
can't do it. 

A STLDE~ i" 

~y not ? 

MAJOR BUT~ : 

In the first place they haven't got the specialized plant. - ~u air- 
craft plant requires various peculiar th~igs, such as high bays and special- 
ized n~chine tools. And, more than that, which is a very ~mport~ut thing, 
it requires aeronautical engineers, desi6r._, developmental, production. 
Then the dependence on skilled labor.was shown particularly in the early 
part of the war. One of the biggest bottlenecks was labor -farm hands 
alone just can't produce planes - there must be thousands of skilled tool 
designe.rs, machine operators, and supei~isory personnel trained for air- ~ 
craft production. ~ :~ 

So my answer to your question Is, it could be done over a period Of 
years. But, looking at this thing realistically, you Inqow that when the 
next emergency comes, we are not going to have a number of years to convert 
these other Ludustries. We are going to have to get our aircraft from the 
aircraft industry that we l~ve in peace time~ Wehave to dependonthem 
for the planes that we will get in the next twelve months. 

A STUDENT: 

Have you seen Senator Thomas' report? 

I h a v e  s e e n  S e n a t o r  T h o ~ s '  r e p o r t  and.  I f a i !  t o  c o n c u r .  

CA~TAI~5~THIEGTON: 

Thank you, Major Butler, for your very fine talk. 

(6 Augmst 1946 200)P. 
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